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The Honorable James J. Florio AUE.14 1984

Znairman, Subcommittee on Commerce,

Transportation and Tourism
Committee on Energy and Commerce
House of Representatives

Dear Mr. Chairman:

A March 21, 1984, letter from the Chairman, Subcommittee on
Tnerav lOWb“IVatlir and Power; the Chairman, Subcommittee on Fos-
=11 and Synthetic Fuels; and you asked us to 1nvestigate several
questions about home heatlng 011 prices. We met with your office
on April 8, 1984, and agreed to explore what data were available
f£rem tne Departmnent of Energy's Energy Information Administration
{=IA) arg private-sector sources to address selected 1ssues re-
garding heating oi1l. These 1ssues related to heating o1l inven-
-

ar
ory levels, price differences among various areas of the country,
eFlnery pricing practices, and the extent and causes of last win-

ter's price increases. We met again with your office on June 25,
1924, t2 explain what we had found and to discuss what further
contripution we could make.

Our objective, following the April 9 meeting, was to deter-
mine what data were available to address the 1ssues. As agreed
with your office, we did not directly contact any refiners or
heating o1l distributors. We did contact federal agency and trade
assoclation representatives and, where possible, obtained data and
st2d1es from them., Specifically, we contacted

--two federal agencies--EIA and the Department of Justice's
Antitrust Division;

-—three trade assoclations—--the American Petroleum
Institute, the National 011 Jobbers Council, and the
.zzloncl Petroleum Refiners Association; and

-=-3 Desarcment of

-
fon
- ].

nergy advisory commlttee--—-the National
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We also identified several private-sector data sources that report
certaln heating oil price information.

At the June 25 meeting we explained that available informa-
tion did not permit us to fully address the issues, explaining
that the types of information needed could be obtained only by
directly contacting refiners and heating oil distributors. Be-
cause of the difficulties with and magnitude of such an endeavor,
we expressed reluctance to attempt to collect such data. We pro-
posed continuing our efforts by analyzing existing data, but yvour
office said that such analysis would not meet your needs.

We were asked, i1nstead, to summarize (1) the types of
information that would help explain heating 0il pricing 1ssues,
(2) the difficulties involved 1n collecting such data and why we
hesitate to undertake such an effort, and (3) available informa-
tion on heating ol1l price differences among states. This letter
provides the i1nformation requested.

ADDITIONAL INFORMATION WOULD
HELP EXPLAIN PRICING

The data we reviewed on heating o1l inventories, sales, and
orices do not fully reflect developments in the heating oil
market--which can change rapidly and which can vary substantially
among areas of the country. Key limitations to the data include
the following:

1. The regularly reported inventory data cover only primary
1Nv7entories on a comprehensive basis (essentially, those held by
refiners), but not secondary inventories (those held by distribu-
tors) and tertiary inventories (those held by consumers). Second-
ary and tertiary inventories are 1mportant because they can affect
distributors' decisions on gquantities to buy and sell and prices
to pay and charge and consumers' decisions on quantities to buy
and prilces to pay.

2. Inventory data are reported on a state basis, but not for
smaller geographic units, such as metropolitan areas. This limi-
tation 1S 1mportant because overall i1nventory data for New Jersey,
for example, would not reflect possible differences in inventory
levels between metropolitan areas within the state-—--such as Camden
2~3d Tlewar%. Having more detailed data would facilitate an analy-
L3 0f developments affecting smaller geographic units, such as
,wecii1lCc metropolitan areas.
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125 and pyice data are generally available only montaly,
2<17.2 This limication is important because a

i ie- bl wadis, Zla rewvrts reilners' and distribacors’
state-level heating o1l sales and prices, and the American
Dassalenm Institnte vennrts refinere! state-laval heating ot

“o Taoa wee<ly La313, botnh ZIA and the Institute repdrt 3072
naticnal da-a on refiners' sales, but do not report state—level
tata on refiners' sales.



monthly average figure cannot reflect changes within that month.
Having more detailed data would facilitate an analysis of develop-
ments during a particular week, for example.

Although data on 1nventories, sales, and prices generally re-
flect activity 1n the heating cil market, they do not record all
narket developments. Furthermore, these data do not necessarily
explain why these events occurred and how decisions were made by
refiners, distributors, and consumers.

Other types of information would be needed to understand the
basis for decisions, but such information may not be readily
avallable and, even if obtained, could be difficult to quantify.
One type 1is information on agreements between refiners, distrai-
butors, and consumers. Such agreements cover the mechanisms for
setting refiners' and distributors' prices, obligations to meet
their customers' needs, and related considerations. 1In a prior
report3 on heating o1l, we noted that such agreements helped
explain a distributor's supply and pricing decisions. Another
type of 1nformation relates to companies' pricing and profit
objectives, which could 1nfluence their responses to supply
avallability and to their competitors' prices.

D FEICULTIES IN OBTAINING
DITIONAL INFORMATION

Because the information we reviewed did not convincingly
explain heating o0il pricing and inventory patterns, we concluded
that such 1nformation would have to be obtained directly from
refiners and distributors. However, collecting data from refiners
and distributors on 1nventories, sales, prices, agreements, and
objectives--as discussed above--would, in our opinion, present a
number of difficulties., Because of these di1fficulties-—as dis-
cussed below--we are reluctant to undertake such a data-collection
effort. Furthermore, even if we were to undertake such a project
and succeed 1n collecting company-specific data, the resulting
data might not provide a convincing explanation of heating o1l
price and 1nventory patterns.

Difficulties in obtaining company-specific data include the
following:

1. We believe such an undertaking 1s likely to last for
montnsg,  Tnls 1s especlally significant because we were told that
iy neaed the results no later than October 1384. Our experience

13 el gn =Mat a questionnalre or similar standardized data-—

SllzmLlrn o iattraa.nt o3 whe most 2fficient way of collecting con-
s1g421% and meaningfel data from numerous respondents. Steps
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<;azhinato~, D.C., Area Home Heating 01l Supplies Adecguate But At
Tscalating Prices (EMD-80-42, Jan., 22, 1980).




based on terms that will be readily and consistently understood by
potential respondents and that is not overly burdensome; pretest-
ing the guestionnaire; refining it, based on the pretest; admin-
lstoring the questionnaire; following up on incomplete responses;:
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encoding the responses; and analyzing the results.
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analysis. Moreover, we found that circumstances differed
considerably from one locality to another., Thus, we believe a
major effort would be required to analyze activities in enough
areas to provide a broad representation of heating oil market
developments.

3. Refiners and distributors are likely to have an interest

in the outcome of a study of heating o011 prices and their answers
answers
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may reflect their biases. We would have con51derable difficulty
1n 1nnpﬁpndanf1v va11ﬁar1nd their responses,

4. Similarly, conflicting responses--£for example, from a
reiiner and distributor who deal with each other--may be difficult
to reconcile,

5. Some companies may not readily cooperate in providing

data. 3ome potentially useful data--such as pricing and profit
objectlives--mav be sensitive and companies may, therefore, be
reluctant to provide such information.

6. Finally, some potential respondents--especially smaller
firms--may not maintain sufficiently detailed records that would
permit them to respond. This could lead to a relatively low
response rate, which could seriously weaken the usefulness of the
survey results.>

In summary, we are reluctant to undertake a major data-
collection effort because, first, it would be difficult to meet

revort cited previously and Natural Gas Price Increases
s Citv (GAO/RCED-84-77, Feb. 10, 1984).

ITw mvesivrinag che Januzrv 930 report cited,.we sent a guestion-
e =, 27 l..ating .. Z2:zalzr3 serving the ashington, D.C.,
ar:a. 131"t reasponded 1n wrlting tO the questionnalre. We

e L. L=l Lrinritlnn fr2m oannther 25 dealers by means of
Lo Tersleg3. . 13 1niormation did not rnclude anv of
- T sz oyt m=m 3 an mny o uaz=innniaire,  Sore of the 25
sealesvs tola us tnat they did not have the resources or time to
respond 1n writing., We did not obtain any data from the four
- LYTs,



your need for a report by October; second, a substantial amount of
our staff resources would be needed to collect and analyze data;
and third, the resulting data might not enable us to reach any
conclusions about price and inventory patterns.

PRICE DIFFERENCES AMONG STATES

Finally, we were asked to summarize available data on
differences among states in prices paid by residential heating oil
customers. EIA collects and publishes monthly average prices per
g3allon paid by such customers. These data are summarized for the
nation and for the 24 states for which EIA publishes data. (See
encl., I.)

We compared reported prices by state from three standpoints:
(1) the state average annual price relative to the national
average annual price for the years 1978-83, (2) the state average
monthly price relative to the national average monthly price for
the 1983-84 heating season (Oct. 1983 through Mar. 1984}, and (3)
the change 1n the state monthly average price between October 1983
(the first month of the heating season) and February 1984 (the
month of peak prices for the U.S. total).

Relatively consistent differences existed among the selected
sfates 1n annual average prices for 1978-83; that is, some states
generally had above-average prilces, while others were generally
below average. For example, customers 1n New Jersey and New York
paid a price equal to or greater than the national average each
yeir. Customers 1in Indiana paid more than the national average 1in
2 of the vears and less than the national average in 4 of the
vears., Customers 1in Illinois paid less than the national average
each year.

Monthly prices during the 1983-84 heating season also showed
relatively consistent differences among states. New York
customers paid an above-average price each month; customers in New
Jersey paid an above-average price in 3 of the months, the same as
the average 1in 1 month, and a below-average price in 2 of the
months. Customers in Illinois and Indiana paid a below-average
price each month.

The U.S. average price increased 11 cents during the 1983-84
heating season. Larger-than-average increases were experlenced 1n
some states, including New Jersey and New York (both 14 cents).
Smaller-than-avarage 1ncreases were experlenced 1n other states,
1n~lading Tndiana (6 cents) and Illinocis (5 cents). Four states
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We are sending similar letters to the Chairman, Subcommittee
on Energy Conservation and Power, and the Chairman, Subcommittee
on Fossil and Synthetic Fuels, both of the House Committee on

Energy and Commerce.
Sincerely yours,
4
’/J § /\_

. Dexter Peach
Director

Enclosure



State’

U,S5, total
Alaska
Connecticut
Dolaw i o
District of Coiunbla
ldaho
tilinols
Indiana

Maine
Maryiand
Massachuszolts
Michlgan

Minnesola

Haa Hamp hire

1976

49

53

4y
51
a4
46
a8
49
49
49
48

48

1979 1980 1981 1982 1983 10-83  11-83  12-83
—————————————————————————————————————————— cents por gallond
0 97 19 16 108 106 106 107
68 98 118 17 109 106 106 106
72 98 122 118 109 104 104 106
o8 95 "7 1 106 104 104 106
74 103 127 124 17 113 114 115
62 92 1o 110 102 100 100 100
69 96 115 111 100 101 101 100
73 100 118 14 101 102 101 101
69 96 120 116 103 103 102 102
70 98 121 17 110 109 109 109
T 90 121 118 109 106 106 108
n 98 118 114 106 106 105 107
174 100 118 115 103 105 104 104
12 100 124 Y 104 103 102 104

Sates Pricos of No. 2 Heating Oil 1o Residences tor Solected States

and U,S, Total for Setected Timo Perlods

Annual average

1983-84 heating season

Increase
(decreasa)
from

10-83

1-84 2-84 3-84P 1o 2-84€
112 LKA an n
104 106 106 -
16 122 115 17
15 118 110 15
122 129 123 15
100 101 97 2
105 106 102 5
106 107 101 6
110 13 103 10
16 122 116 13
14 120 113 14
107 108 105 2
107 103 106 (2)
114 118 109 15

I F¥NSOTONI

I 3IYNSOTIONI



Increase

(decreass)

from
Statu? o Annual average B 1983~84 heating season 10-83
191 197y 1980 1981 1982 1983 10-83  11-83  12-83  1-84  2-84  3-84P 1o 2-84°€
—————————————————————————————————————————— cents per gallond—~----—-——---- -——— v
New Jur<ay %) 71 98 122 17 108 105 105 107 114 120 P12 14
New Yoi b 50 n 98 123 120 112 10 110 (R A 118 124 117 14
Ohlo 47 69 92 13 110 101 100 101 102 105 106 102 6
Orogon 46 o3 97 111 112 104 101 102 102 100 101 101 -
Pennsylivania 49 70 96 118 114 106 103 104 105 13 17 111 14
Rhode |sland 51 73 101 124 120 110 108 109 109 114 118 112 10
Yermont 51 72 102 125 120 13 109 110 110 117 119 115 10
Virginia 49 70 98 120 118 109 105 105 105 [ BRI 118 i3 13
Washington 49 70 101 116 118 109 106 106 106 104 104 105 (2)
Wast Virginla 46 65 92 115 109 10} 101 100 102 108 110 105 9
Wisconsin a5 ¢ 67 92 109 108 1014 102 100 100 102 103 102 |

1A publlshes urta for only 24 states,

™March 1984 data are preiiminary and subject fo revision,

CComputod from unrounded data, Differonce shown may not compute due to rounding,

di1A roports thosa data to the noarest tenth of a cont, For clarity of presentation, we rounded each price to the nearest whole cent,

Pricas aro shown oxclusive of taxes,

Sourcnr  Enorgy Yntormatlion Adminlstration,
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